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MEMORANDUM IN RELATION TO PROCESSING AND FLOOR STOCKS TAXHS 


a 


Processing taxes have been put into effect on the first domestic pro- 
cessing of wheat, cotton, tobacco, hogs and field corn, basic agricultural com- 
modities, and on paper and jute, when manufactured into articles which come 
into competition with articles produced from cotton. 


Rate of Processing Tax 


The rate of the processing tax on each of the foregoing is as follows: 
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stem not removed 
stem removed. 
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Sweanted, 
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Stem not removed . 
Stem removed 
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Stem not removed . 
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Stem not removed , 
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. 30¢ per bushel of 60 pounds 


.4.2e¢ per pound 


3¢ per pound, unsweated farm 


sales weight 


.5.75¢ per pound 
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per pound 


.7¢ per pound, farm sales weight 
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; per pound, farm sales weight 
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.o.1¢ per pound 


4.e¢ per pound, farm sales weight 
4.7¢ per pound 
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ceo¢ per pound, 
3.e¢ per pound 
4.1 


farm sales weight 


.l¢ per pound 


3.6¢ per pound, farm sales weight 
3.8¢ per pound 


per pound 


as of November 5, 1933 
as of December 1, 1933 
as of January 1, 1984 
as of February 1, 1934 


per bushel of 56 pounds 
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6. Paper « \ 
2e04¢ per pound weight of paper, on the first domestic 
processing of paper into multi-wall paper bags 
3 .36¢ per pound weight of paper, on the first domestic i 
"a processing of coated paper into coated paper bags 
2.144 per pound weight of open—mesh paper fabric, on the 
first domestic processing . pi ahaa paper fabric 
les into open—mesh paper bags- aie 
oh 715¢- per pound weight of paper, on -the first domestic 
: processing of paper into paper towels 
4) O6¢ per pound weight of paper, on the first domestic 
processing of paper into gummed paper tape. 


re Jute = 


2.9¢ per pound of jute fabric, on the first domestic 
processing of jute fabric into bags 

2.9¢ por pound of jute yarn, on the first domestic 
processing of jute yarn into twine of a length 
two hundred seventy-five feet per pound, or over, 
finished weight of twine. 


The foregoing rates may be adjusted at such intervals as the Secretary 
finds necessary to effectuate the declared policy of the Act, in escordance with  . 
the provisions of Section 9, Subsections (a) and (b), of thé Agricultwal Ad 
justment Act. 


First Domestic Processing 


First domestic processing of each commodity, except wheat,. is defined in 
the regulations respectively applicable and is in accord with the provisions of 
Section 9(d) of the Act and the subdivisions thereof. The definition of this 
term, with respect to wheat, is found in Section eke) (1) of the Act. The per- 
tinent definitions are, as follows: 


1. Wheat - "tprocesging! means the milling or other processing (except 
cleaning and drying) of wheat * * * for market, including 
custom milling for toll, as well as commercial milling, but 
shall not include the grinding or cracking thereof not in 
the form of flour for feed purposes only." 


Oe Cotton —~ "FIRS? DOMESTIC PROCESSING ~ First domestic processing ~ 
(a) With respect to cotton that is to be spun, in every 
state of manufacture or processing up to the removal of 
the bobbin or cop from the spinning machine on which its 
yarn has been spun; 

(b) With respect to cotton that is not fa be spun, is that 
amount and degree of manufacture or processing up to the 
point where the cotton is fashioned into an article, either 
to be packaged and sold as such, or to be used for further 
manufacturing into a different type of article." 


3 Tobacco - "FIRST DOMESTIC PROCESSING ~ The first domestic processing 
of cigar-leaf tobacco is the fabricating of the product to 


be used by the consumer. The actsof stemming, sweating or My 


fermenting and conditioning shall not be deemed processing. / 
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(a) In t2 1© case of ci Zars, stozies, cneroots or suall 
Clears eit is. bhe fabricating of CGlear-leat todaces into 
the form to which no tobacco is added and from waica no 
tobacco is subtracted: all scrap, cuttings and clicoings 
not left in such procucts snall be deemed not to aave been 
processed. 

(d) lige) the case of scrap cnewing and/or smokinz tovacco, 
it 18 tne preparing of any form of cigar-leaf tobvacco for 
consumption as scrap crewing and/or smoking tovacco.!! 


"FIRST DOLESTIC PROCESSING: ‘The first domestic processing of 
Maryland; Burley, flue-cured, fire-cured, or dark air-cured 
tobacco is the ‘fabricating of the product to be used dy the 
consumer. In tne case of cizarettes, smoking tooacco, chewing 
tobacco, and snuff, it is the fabricating of any one or more 

of the above kinds of tobacco into the articles to ove consumed! 


PRERST DOMESTIC PROCESSING - Tae first domestic processing is 
tae slaughtering of hozs for market." 


Field Cora = BETRST DOMESTIC PROCT SSING ~ Tae firs’ domestic processing 


Paper - 


Jute - 


of field corn is the milling or other processing of field corn 
for market (except Cleaning and drying), includinz cutting, 
Zrinding, cracking, breakinz, by mechanical or other means, 
aad custom milling for toll as well as commercial meine. tat 
does not include cutting, zrinding, cracking or bréakinz=; not 
ia the form of flour, for feed purposes only.! 


"FIRST DOMESTIC PROCE SSING - The first domestic processing of 
paper is 

(a). tae manufacture or fabrication of paper into mlti-wall 
paper bazs, or paper towels, or gummed paper tape; or 

(0) the manufacture of coated paper into coated paper bags; or 
(c) tae manufacture of open-mesa paper fabric into opea-mesh 


paper bags." 


"FIRST DOMESTIC PROCESSING: 


Mea iiae first domestic processing of jute fabric is the 


manufacture of jute fabric into bags. 

(0) The first domestic processing of jute yarn is the manuface 

ture or preparation in any. form of said yarn into twine, and 

includés the twistins, or polishing; or sizing, or the putting 

up of said yarn into baits, cones, tubes, reels, skeins or 

other forms of put-ups of Bees or any other preparation for 
market of said yarn as twine.! . 


Floor Stocks Taxes 


Tae floor stocks tax becomes effective at the same moment as the processing _ 


lations, 


tax for tae particular commodity zoes into effect. It is based upon tae rate of 
the eer seine tax then in effect. Tae conversion factors contained in tne Regu- 
as the floor stocks tax is concerned, are for the puroose of 
Davins a Ais paid on an article held for sale or otner disposition, made from a 
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commodity whica Aas been suojected to a processing tax, equivalent in amount to 

the tax ~aich vould aave been paid in the production of the article, had the , 
article been maaufactured from the said commodity after the effective date of # 
the orocessins tax. The floor stocks tax is paid only once, and any suosequent 
adjustment of. the rate of tax, eltaer Updor down, Sgseedertoct om -fTloor stocks 

taen aeld.. For instance, im ithe case of hogs) om Jamtaryel, 1944, there vill 

os no liasility for the payment of a Floor stocks tax, on account of floor stocks 

of pork products, in addition to. the tax due on account of floor stocks held on 
November 5, 1933, the effective date of the processing tax on hogs. 


Liability for pr Sing Tax 


very person, including tne farmer who produced the commodity sudject to 
the orocessing tax, who processes a commodity, subject to a processing tax, for 
markst, is required to pay the processizg tax upon the first domestic srocessing 
of taint commodity for markot. 


quired to be paid on the processing of a comnodity oy or for 
f, for consumption by his own family, employees or nouserold, 
of wao does the processinz. 


im taevoasé of-fleld! cornyian exemption has been granted in tae case of 
Bae SHindins.of corayby or Tor a producer who, tozether with his rae employees 
or housenold, grinds or was zround lessi.tnaa one tbushél-of corn per week. In, taat 
case, it is not required tnat the producer prove the corm was ee for consumption 
by his own family, employees or Agu sé: 101d; and tae mivler 1s mot required to uihe- 
cure from aim an affidavit or a statemeat witnessed by two persons to trat effect. 
it is sufficient forsthe;miller to file an efiidaviti monthly to the eifeat thay me 
has not ailled more than one dushel in any one week for a producer and nis family, 
employees, or nousehold, witnout securing the affidavit or witnessed statement 
otnerwise required by the Bureau of Internal Revenue. The miller is required to 
ascertain by inguir eX of the person delivering the field corn whether or not other 
millers are grinding corn for nim. The corn ground for feed purposes only and for 
consumotion by the producer, Ais family, employees or Aousehold must be taken into: 
account in determining whether or uot more than one busael per week as been ground. 
If the grindins exceeds one ousnel, or the producer is Saving corn eround by more 
than one miller, then the affidavit or witnessed statement required by the Bureau 
of Internal Revere mest be procured by the miller 
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Jasre a producer slauzaters a hoz partly for consumption by Aimself, Ais 

ees or houseaold and partly for sale, he is required to keep a record 
at taereof and of the parts waich he keaps for consumption by 

hy, ici eee or housenold and to pay a tax on the reneinder The 
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family, 
Ona lise w 
Himself, his 
weieat of tre pa sold aro restored to a live yvaight basig by usine tne conver 
sion factors ores toed in Hog ea ons, Serieassl.. For example, if a farmer 
should sell only two smoked, rogular hams, woigaing 20 pounds each, From a acg 
Sslauzatered between December 1 aad December 31, 1933, ne would pay a tax computed 
ag Lollows: Tne tax per amundred pounds livetmexen, is $1: the rate of tax, 
multiplied by 2064, times the weisht of the hams, will give the amount of tax on 
the two smoked hams equivalent to the amount of tax which would Aave been paid, ; 
had tne orocessing tax deen computed on the wnaole hee ot a live weisnt oasis. 9 
Toe tax would tms be 82¢ for the 40 pounds of regular, smoked dams. 
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Where a person, not a producer, ous a live hog and has the hog 


slaughtered, for consumption by his family and not for sale, no liability for 


the processing tax attaches. However, if he sells any part of the pork products, 
he mast pay the processing tax on the entire hog, live weight, as no exemption 
as been granted in the case of a person wno is not a producer. 


The same rules apply whether the products of the commodity subject to the 
procesSing tax are sold or exchanged. 


Liability for Floor Stocks Tax 


Every person who holds, for sale or other disposition, the prducts of a 
commodity subject to the processing tax on the effective date thereof is required 
to pay the floor stocks tax thereon. The sole exception is with regect to re~ 
tail stocks, held by a retailer and sold during the thirty days immediately fol- 
lowing the effective date of the processing tax. No floor stocks tax is required 
to be paid thereon; the tax is due and payable only with respect tc the retail 
stocks held by the retailer on the effective date of the processing tax and not 
disposed of within thirty days thereafter. 


Penalty 


The penalty for willful failure to pay the processing tax is imprisonment 
for not more than ten years or a find of not more than $10,900, or both. ‘The 
Same penalty applies in the case of a storekeeper who accepts products of a com 
modity subject to the processing or floor stocks taxes to be sold by him, in 
exchange for other commodities or for cash, knowing the appropriate tax willfully 
has not, or will not, be paid. 

Filing of Returns and Payment of the Tax 

The returns are filed with the Collector of Internal Revenue, and the tax 

is paid to hin. 


(a) Processing tax: 


The return is due and the tax is required to be paid with respect 

to processing taxes on or before the last day of the month immediate- 
ly following the month during which the processing occurréd. For 
example, the return for the month of November is required’ to be filed 
on or before December 31, 1933. | 


(b) Floor stocks tax: 

(1) In the case of wholesalers and retailers, except as to retail 
stocks of a person engaged in retail trade, the floor stocks 
tax return must be filed as/®he effective date of the pro- 
cessing tax, within 30 days thereafter, and the tax is payable 


at that time without assessment, 


(2) With respect to the retail stooks of a person engaged in retail _ 
trade, the floor stocks tax return siust be filed within 613 days ~ 
after the effective date of the processing tax. The floor 
stocks tax is payable on the stocks held on the et¥Yective date 
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of the processing tax and not disposed of within 30 days there~ 
after. Only one invéntory need be taken. ‘The inventory is taken 
on the thirty-first day following the effective date of the pro- 
cessing tax. There are deducted therefrom the articles purchased 
during the ionth immediately preceding. The balance, if any, 
must necessarily.pe stock which was held on the effective date 

of the processing tax and which was not disposed of during the 

30 days inmediately following the effective date of the pro-~ 
cessing tax, and the floor stocks tax attaches thereon. | 


Prew Savoy, - 
Chief, Processing Tax Section, 
Legal Division. 


